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KEY ECONOMIC INDICATORS 


All value in million US$ unless otherwise specified; 
Exchange rate as of July 31, 1974 US$1 = NT$38.00 


A B Cc pe! pe! 
Cumulative % Rate of 
Item 1972 1973 1974 Change Growth_ 


Income, Production, Employment 
GNP at Current Prices (12/31) 7,694 9,392* 


GNP at Constant 1966 Prices (12/31) 5,982 6,719* 

Per Capita GNP Current Prices (US$) (12/31) 505 606* 

Fixed Capital Investment (12/31) 1,981 2,489%* 

Indices: (Base Year) = 100 
Industrial Production (1971) (6/30) 120.9 145.0 154.7 
Agricultural Production (1966) (12/31) 122.6 126.1 129.4%* 
Avg. Labor Productivity (2nd ¥'72) (4/30) 100.0 106.9 107.2 
Avg. Manuf. Wage (2nd ¥'72) (4/30) 100.0 122.4 155.5 

Employment (1,000 persons) (4/30) 4,873 5,222 5.201. 

Avg. Rate Unemployment (2%) (6/30) 3.5%** 3.4%* 3.5%** 
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tix 4 So.“ Ss 
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Money and Prices 
Money Supply (6/30) 1,449 2,130 2,142 
Public Debts Outstanding (6/30) 254 228 
External Debts incl. undisbursed (6/30) 1,646** 2,372** 
External Debt Service Ratio (3/31) é ‘ 4.5 
Interest Rate (Comm'l Prime) (%) (7/31) . . 16.5 
Indices (Base Year) = 100 
Urban Consumer Prices (1966) (6/30) . : 204.3 
Wholesale Prices (1966) (6/30) ‘ ‘ 189.4 


Balance of Trade and Payments 

Gold & Foreign Exchange Reserves (6/30)2/ 1,618 

Balance of Payments (3/31)4/ 41 

Balance of Trade (6/30) -508 ‘ 

Exports (6/30) 2,858 56. 7 
U.S. Share (6/30) 1,011 43. wm 
Imports (6/30) 3,365 114. ot 
U.S. Share (6/30) 845 116. 9 


Main Imports from U.S. (5 mos 1974) (US$ Million): Farming Products, 178; Machinery, 105; 
Electrical & Electronic Mach. & Apparatus, 80; Textile Materials, 58; Iron & Steel, 56; 
Transportation Equipment, 56; Chemicals, 50; Plastic Materials, 21; Non-ferrous Metals, 
13; Pulp & Paper, 12; Dyestuff, Coloring, Medicines, Fertilizer & Explosives, 12. 


Footnotes: 

1/ C/same cumulative portion of B. All calculations on basis of prevailing exchange 
rate US$1.00=NT$38 except for gold & foreign exchange reserves see 3/ below. 

2/ Arithmetic average growth rate for period indicated (full years 1972, 1973 and 
partial 1974). 

3/ Originally expressed in NT$ and converted at foreign exchange rate prevailing at 
each time period indicated. Same rule applies to trade data furnished by the 
Customs in NT$ denomination. 

4/ Denoting overall balance of payments. 


*Official preliminary **Unofficial estimate ***1972 & 1973 only 
n.a. — not attempted or not available 
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SUMMARY 


The ROC economy in the first half of 1974 continued to expand, 

but only moderately compared with the high growth rate in the 
first half of 1973. Growth this year has been slowed down by 

the effects of world-wide inflation and sluggish demand in the 
ROC's major export markets. The severe rate of inflation which 
plagued the ROC economy in late 1973 and early 1974 has been 
retarded. Within one month after the implementation of the 
Economic Stabilization Program (ESP) on January 27 prices began 

to come down and by the end of June wholesale prices had fallen 

6% below the peak level at the end of February and consumer prices 
by 2.2%. One reason for the success of the ESP was the monetary 
policy which brought the money supply down by 12.5% by the end of 
April, with a gradual increase beginning again only in May. Wages 
have generally followed the pattern set by prices, levelling out 
since February, in spite of the average 40% increase in government 
salaries, introduced with the new fiscal year beginning July l. 


In value terms, trade has grown at a very rapid rate so far this 
year, increasing 83.5% from January to June over the first half 

of 1973. While much of the growth has been accounted for by price 
increases, trade has grown also in terms of constant (1966) prices, 
with exports increasing by 14%, imports increasing by 36% and total 
trade increasing by 24.5%. The major new development was a trade 
deficit for the first time since 1970 which appeared first in March 
and built up to a level of US$500 million by the end of June. The 
export sector, especially textiles, was in trouble with reduced 
orders due in part at least to high prices and in part to lagging 
demand in the principal markets. The central government's budget 
for FY 1975 is up 41% over the FY 1974 budget, largely due to in- 
creased costs for goods and services and wage increases to government 
employees and the military. 


Growth so far this year is behind that of 1973. The bellwether 
industrial sector grew at a rate of only about 8% in the first six 
months of 1974 (versus 24% in the first half of 1973 over 1972), and 
some authorities predict that growth of this sector for the full year 
will be less than 10%. This might mean a growth in total GNP of less 
than 7%. Other predictions for the year are for continued rapid ex- 
pansion of trade with a deficit in the range of US$500 million. Prices 
may begin to move up slowly in the third quarter with wages following 
along. 


The outlook for increased sales of U.S. equipment and services in the 
remainder of 1974 is favorable if U.S. sellers are price competitive, 
can comply with specifications and can meet requested delivery dates. 
The best potential markets are in such industries as petrochemicals, 
metal working machinery, automobile parts, precision instruments, 
machine tools and electronic and plastic production equipment. The 
"Ten Major Projects" provide opportunities for sales of heavy con- 
struction and transportation equipment. There also are opportunities 
in food processing and packaging equipment, textile machinery, electric 
appliances, industrial chemicals and power generation equipment. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


inflationary Growth Retarded 

The ROC Government implemented the Economic Stabilization 
Program (ESP) on January 27, 1974. In February, wholesale prices 
increased 16% and consumer prices 18.5% as price increases provided 
in the ESP for power, fuel and transportation were absorbed into 
the economic system. In March, wholesale prices declined 1% over 
February and consumer prices rose only 0.8%. By the end of June 
wholesale prices were down 6% and consumer prices 2.2% from the 
february levels. 


As prices began to decline from the peaks reached in 
February the Government gradually began to dismantle price and 
export controls. Only wheat flour is still under price control 
and export embargos have been removed on many items, including 
cement, pulp and paper, and iron and steel mill products. A 12% 
reduction in the price of LPG, which is used widely for household 
cooking, has been effected, and Government-owned enterprises have 
reduced prices for essential industrial products including elec- 
trode copper, caustic soda, hydrochloric acid and aluminum ingots. 


An essential element of the ESP was a tight money policy 
since the money supply increased 47% in 1973 over 1972. The ESP 
established a 15% interest rate on time deposits and a 17.5% 
interest rate on unsecured loans. The money supply began to dry 
ap almost immediately and by the end of April it was 12% less 
than at the end of January. It edged up in May (1.8%) and a 
sharper increase was registered in June (6.8%). Savings began 
to increase in February and by the end of June deposits were 


15.6% above the immediate pre-ESP level and 20% above the level: 
at the end of June 1973. 


One impact of the anti-inflationary program has been the 
disappearance of a sizeable number of export-oriented small fac- 
tories which were profitable when the economy was expanding but 
whose owners lacked adequate working capital to survive ina 
period of tight money and reduced export demand. Even some of 
the large companies have been in financial difficulties since 
February for similar reasons. The Government began to give 
some relief in May in the form of reduced interest rates on 
export loans and a special loan fund was established for small 
and medium size companies producing for the export market. 

Data compiled by the Taipei Stock Exchange for the first half 
of 1974 on gross sales volume for 58 companies listed on the 





ofa 


Exchange indicate that all but eight of the companies increased 
sales compared with the first half of 1973, but data are not 
available on costs or profits. 


The ESP provided a 10% wage increase and a bonus of 
one month's salary to government employees and the military. 
This provision, coupled with the sharp increase in consumer 
prices in February, triggeréd wage demands by workers in the 
private sector. Increases averaged 20-30%, the precise amount 
depending on the pay scale of the individual company and the 
job held by the individual worker. Since February wages in 
the private sector have remained stable despite the fact that 
Government employees and the military received an additional 
increase averaging 40% on July l. Since this was treated as 
a "catch up" increase and prices have remained relatively 
stable another round of pay hikes in the private sector was 
avoided. 


Value of Total Trade Increases but Deficit Develops 


Based on customs statistics, the value of total ROC 
trade reached US$6.2 billion in the first half of 1974, an 
increase of 83.5% over the same period in 1973. The value 
of exports increased 57% to US$2.86 billion while the value 
of imports increased 114% to US$3.36 billion. Preliminary 
data on national income accounts for the first half of 1974 
indicate that in terms of constant (1966) prices, exports 
increased 14%, imports increased 36% and total trade increased 
24.5%. The net terms of trade at the end of May 1974 stood 
at 94 (1966=100). Since the net terms have remained unchanged 
since January 1974 it would appear that export prices have 
been rising as rapidly as import prices. 


The most significant change from the trade pattern of 
recent years has been the emergence of a trade deficit, which, 
at current prices, amounted to US$507 million for the first 
six months of 1974. The major reasons for the deficit were 
the sizeable increases in import prices of crude oil, grains 
and industrial raw materials; the arrival in 1974 of agricul- 
tural and industrial raw materials purchased late in 1973 
when prices were high; and the relative weakness of the ex- 
port market. 


Net foreign exchange assets of the Taiwan banking 
community peaked at US$1.9 billion in October 1973. Since 
then, owing to the higher prices paid for essential imports 
and a decline in exports, assets have declined, reaching 
US$1.6 billion at the end of May 1974 or 9.5% below the level 
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at the end of May 1973. In June 1974 foreign exchange holdings 
increased by about 0.8% over the previous month, reaching US$1.62 
billion. This is equal to approximately three months of imports 
at the current rate. The slight increase in June 1974 after seven 
months of decline is due in part to a decline in imports of raw 
materials as inventories have increased and in part to the resump- 
tion of using usance letters of credit for imports which, in effect, 
permit delaying payment for imports by up to six months. 


Large Increase in Budget 


The FY 1975 ROC Central Government budget is NT$76,250 
million (US$2,006 million), up 41% over the budget for FY 1974. 
Approximately- 93.5% of the increase is to be met through increased 
revenues from personal and corporate taxes and customs receipts, leav- 
ing only approximately 6.5% to be financed through sales of govern- 
ment bonds and properties. Higher costs of providing government 
services resulting from inflation have been a major factor in the 
size of the increase. Salaries of government employees and mili- 
tary personnel were increased an average of 40% on July 1, 1974 
when the budget became effective. This item alone accounts for 
27% of the increase. Increased costs of equipment, supplies and 


personnel for the "Ten Major Projects" also necessitated an increase 
in the budget. 


The decisions of the ROC Government to grant the salary 
increase, which is essentially a “catch up" increase to achieve 
comparability with the private sector, and to proceed with the 
major projects, indicates a determination to proceed with develop- 
ment plans on the assumption that there will be no need to resort 
to deficit financing. While no one is predicting a surplus in 
FY 1975 in the magnitude of the FY 1974 surplus of approximately 
NT$14 billion (US$368 million) it is hoped that there will be a 
slight surplus at the end of FY 1975. 


Slower Economic Growth 


Production indicators for the first six months of 1974 
reflect the slowdown in the economy brought about by inflation, 
high raw material costs and a fall off in export orders. Indus- 
trial production was about 8% higher than during the first six 
months of 1973, but the increase between the latter period and 
the first six months of 1972 had been 24%. Production of the 
electrical and eléctronics industry increased 24% between 1973 
and 1974, whereas the increase between 1972 and 1973 had been 
55%. Production of machinery was up 12.3% this year compared 
with a 50% increase in 1973 over 1972. The construction indus- 
try was the hardest hit, actually declining by 5.5% in January 
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through June 1974 compared with an increase of 22% during the 
same period in 1973. This decline was due primarily to the 
Government's restrictions on new buildings over four stories 
and the tight money situation. The lower production figures 
were accompanied by a lower plant utilization rate which, 
according to one survey, declined by 7.5% between the first 
six months of 1974 and the same period a year ago. 


Agricultural crop production in the first half of 
1974 benefitted from favorable weather, with output up 4.6% 
from the same period a year ago. A total of 1.25 million 
tons of rice was harvested, an increase of 12% compared with 
1973. In sharp contrast to the 15% increase in poultry and 
livestock production between the first six months of 1972 
and 1973, production in 1974 increased only 4%. Many pro- 
ducers reduced production or deferred expansion plans because 
of the high costs of feed grains and soybeans. During the 
first half of 1974 the import bill for these commodities was 
US$185 million, an increase of 66% over the first half of 
1973. 


Foreign investment increased moderately during the 
first half of 1974. The Overseas Chinese and Foreign Invest- 
ment Commission approved new or expanded projects worth US$94.6 
million, an increase of 10.5% over the US$85.6 million approved 
during the first half of 1973. Japanese investments were 
US$24.5 million, up 64% over the same period in 1973. U.S. 
investment increased only 4% to US$15.5 million. Preliminary 
national income accounts indicate that domestic investment 
also rose. Gross fixed capital formation increased 19% over 
the 1973 level. 


Outlook for Remainder of 1974 


In February 1974 the Economic Planning Council (EPC) 
projected a 7% growth rate of GNP in real terms for the year. 
In July 1974, following its mid-year review of the health of 
the economy, the EPC revised its projection upward to 8.5%. 
Attainment of even the lower figure will be a signal accomplish- 
ment given the stresses and strains which have affected the 
economy of Taiwan in 1974. In fact, some authorities have 
predicted that unless there is a sharp upturn in exports in 
the fourth quarter, growth of the industrial sector will be 
less than 10% and growth in total GNP will not reach even 
the 7% figure. 
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The Government and leaders of several key industries are 
predicting an increase in exports during the fourth quarter com- 
pared with the second and third quarters, but predictions are 
guarded. So much depends on business conditions in Taiwan's 
major export markets, Japan, the United States and Western Europe. 
In the textile industry, orders for cotton garments have begun to 
pick up slightly and an upturn in man-made fiber garments is ex- 
pected in October. Prices are running about 20% higher than a 
year ago. The market for fabrics is sluggish and the industry 
is expecting a slight decrease in production in 1974 compared 
with 1973. The stretch yarn and wool tops sectors also have 
been sluggish but manufacturers are expecting a moderate increase 
in exports during the fourth quarter. Manufacturers of plastic 
raw materials and plastic products are reasonably optimistic 
about fourth quarter prospects. Prices in Japan for raw materials 
have become higher in many lines than in Taiwan with the result 
that purchasers are turning here. The plastic shoe industry 
anticipates that exports will increase over last year. The de- 
corative lighting industry is predicting a good year. The machi- 
nery industry suffered a slump in sales during the first six 
months of 1974 owing to a sharp increase in production costs. 
Costs in other countries have now risen to equal or surpass 
Taiwan's with the result that Taiwan machinery is again compe- 
titive. The industry is anticipating an improved fourth quarter. 
No significant increase over 1973 in the volume of exports of 
agricultural products or meat products is foreseen, although 
revenues from sugar will be appreciably larger owing to the high 
world market price. Pork exports to Japan, traditionally Taiwan's 
major market, probably will not exceed 15,000 tons, compared with 
38,000 tons in 1973. The plywood industry is depressed owing to 
sluggish market conditions in Japan and the United States. No 
appreciable improvement is foreseen until well into 1975. The 
situation in the electronics industry is mixed, with some manu- 
facturers, particularly in consumer items, reporting good busi- 
ness, and some manufacturers of components reporting sharp 
declines in sales. Layoffs have been reported and other com- 
panies are reducing personnel through attrition. 


The Board of Foreign Trade is predicting the total 
volume of trade in 1974 to be US$13.5 billion, up 63% over 
1973. Even discounting the effects of inflation, this would 
be a sizeable increase. Imports account for a large proportion 
of the increase. In 1973, imports accounted for 45.8% of total 
trade, whereas in the first six months of 1974 imports accounted 
for 54% of total trade. A deficit for the year of approximately 


US$500 million is predicted. The first six-months deficit was 
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US$507 million owing largely to the arrival of commodities purchased 
late in 1973 when prices were extremely high. Imports have now 
begun to decline. In July they totaled US$610.5 million, in com- 
parison with US$687.1 million in June. The trade deficit in July 
was US$75.6 million, a decrease of US$103.4 million over June. 

Most of Taiwan's raw material requirements for 1974 are already 

on the island, including wheat, soybeans, corn and industrial 
chemicals. Additional purchases of petroleum and steel scrap 

will be required and most of it has already been contracted for. 


The Government anticipates some upward pressure on prices 
during the fourth quarter, but barring some unforeseen development 
such as a sharp rise in the price of petroleum, prices on Taiwan 
should remain relatively stable the remainder of the year. No 
shortages of essential commodities are anticipated. The first 
rice crop of 1.25 million tons slightly exceeded estimates and 
while the second crop may be smaller owing to adverse weather 
conditions sufficient rice should be on hand to avoid the necessi- 
ty of imports. With prices remaining relatively firm, no major 
round of wage increases is expected. 


There may be some further relaxation in the Government's 
anti-inflationary tight money policies in the fourth quarter. 
While there was almost universal albeit grudging acceptance of 
those policies by the business community when they were imple- 
mented in January 1974, businessmen subsequently became increas- 
ingly vocal in their insistence that the high interest rates were 
stifling the growth of the economy, particularly during a period 
of reduced demand for Taiwan's exports. Business failures in- 
creased and many companies have been deferring investments in 
plant and equipment until the interest rate is reduced. The 
money supply began to increase again in May and probably will 
be about 25% greater at the end of the year than at the end of 
1973. The Government is of the opinion that such an increase 
is desirable to facilitate economic growth. 


The Government's "Ten Major Projects" continue to be the 
subject of much debate. While it is generally accepted that they 
are all eminently desirable, concerns have been expressed that 
they are absorbing too much of the country's resources at a time 
when the economy is somewhat shaky. There are indications that 
the Government is coming to the same conclusion. In any case 
the Government has the option of deferring the least urgent 
projects and readjusting some of the other schedules. 
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IMPLICATIONS FOR THE UNITED STATES 


The U.S. share of the Taiwan market increased from 24.5% at 
the end of the first five months of 1973 to 25.5% at the end of the 
first five months of 1974. Prospects for U.S. exporters retaining 
or even increasing their market share the remainder of 1974 appear 
to be good. Rising levels of income have generated demands for 
consumer goods which are not produced locally. U.S. goods enjoy 
a good reputation for quality and style and should sell well if 
prices are competitive and if the ROC does not impose restrictions 
on imports. The ROC is continuing its policy of favoring procure- 
ment from the U.S. on government tenders in preference to other 
free-world sources it prices are competitive, if specifications 
can be met and if requested delivery dates can be fulfilled. 

In recent months U.S. manufacturers have lost several sizeable 
contracts to Japanese and European competitors because of the 
latter stipulation. 


The U.S. negative trade balance with the ROC for the 
first six months of 1974 was US$166 million, compared with a 
figure of US$312 million for the comparable period in 1973. 
The rate of growth in imports from the U.S. in the first five 
months of 1974 compared with the same period in 1973 was greater 
(125.7%) than the rate for all other countries combined (117.1%). 
With the exception of electrical equipment and crude oil, all 
major commodity categories showed a greater U.S. share of the 
market. The market share of U.S. farm products increased from 
58% to 68.5%. In terms of value, U.S. farm exports rose 
from US$84 million to US$178 million. U.S. machinery exports in- 
creased from US$32 million to US$105 million with the market 
share increasing from 25.3% to 29.3%. Exports of U.S. electrical 
equipment rose from US$64 million to US$80 million and there were 
sizeable increases also in exports of fibers, iron and steel will 
products, transportation equipment and chemicals. The U.S. share 
of the market increased noticeably for all of these products. 


The performance of ROC exports to the U.S. during the 
first five months of 1974 was the reverse of its imports fron 
the U.S. With the exception of wood products and fisheries 
products, which registered slight gains, all major commodity 
categories captured a smaller share of the U.S. market compared 
with the same period in 1973. The principal ROC export to the 
U.S. was electrical equipment, represented primarily by consumer 
electronics and electronic components. While the value of this 
category increased by 42%, the share of the U.S. market declined 
from 66.7% to 59.3%. Exports of textile products (including 
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footwear) also increased in value, from US$139 million to US$185 
million, but the ROC's share of the market declined from 32.3% 
to 26.7%. Similar declines were noted in the other two major 
export categories of miscellaneous manufactured goods and plas- 
tic articles. 


Assuming there is no downturn in Taiwan's economy the 
remainder of 1974 and into 1975, the outlook for increased sales 
of U.S. goods and equipment is favorable if U.S. sellers are 
price competitive, can comoly with specifications and can meet 
requested delivery dates. The shift in Taiwan's economy away 
from laror-intensive industries to capital and technology- 
intensive industries opens new markets for goods and equipment 
in such industries as petrochemicals, metal working machinery, 
automobile parts, precision instruments, machine tools and 
electronic and plastic production equipment. The "Ten Major 
Projects" provide opportunities for sales of heavy construction 
and transportation equipment. The pace of Taiwan's expansion 
also points to increased sales opportunities in food processing 
and packaging equipment, textile machinery, electric appliances, 
industrial chemicals and power generation equipment. Finally, 
the rising standard of living in Taiwan has created a demand 
for high-quality consumer goods such as color TV, housewares, 


small appliances, sporting goods and recreational equipment, 
cosmetics and perfumes, linens and fashion garments. This 
list of desired consumer goods can be expected to expand as 
the standard of living further improves. 








